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The Honorable Wilbur D. Mills
Chairman, Ways and Means Committee
House of Representatives
1134 Longworth House Office Building
Washington, D. C.

Dear Mr. Mills:

Consistent with our deep interest in matters affecting
Federal taxation, the Institute's committee on federal taxation
has reviewed President Johnson's Tax Recommendations and the
Treasury Department's Technical Explanation dated January 13,1966.
In view of the procedural nature of the President's
recommendations and the economic and fiscal reasons for their
presentation, we are commenting only on matters of implementa
tion.
In this context we call to your attention a few problems
with respect to the proposals on speedup of corporate Income
tax payments, graduated Income tax withholding for individuals
and self-employment tax.

Following is a summary of the problems with suggested
solutions.
We believe that the President's proposals can be
modified to take care of the problems without Interfering in
any material way with the objectives of the proposals.
1.

Speedup of Corporate Income Tax Payments

On March 19, 1963, we presented certain recommendations
to your committee in connection with the Tax Message of January 24,
1963 presented by the late President John F. Kennedy.
One of
our recommendations was concerned with the acceleration of cor
porate tax payments.
At that time we pointed out the problems
that would result for corporations because of the requirement
that the first payment of a calendar year corporation's estimated
tax must be made on April 15.
We stated:
"Since an initial estimate would be required
by April 15 for a calendar year corporation,
and since most corporations would require a
reasonable length of time to close their books
and prepare data for determination of the

The Honorable
Wilbur D. Mills

February 1,

1966

estimates, the initial estimate each year
would have to be made on the basis of
operations for the first two months of the
year.
Corporate incomes may fluctuate
widely and trends may not be readily
identified in any short period.
Therefore,
many corporations would be forced to make
meaningless estimates on April 15.
The
result could be over payments of tax, thus
depleting funds needed for other purposes,
or underpayments subject to penalty."

We recommended that corporate payments be made in
equal thirds, with the first payment in the sixth month of the
taxable year (June 15 for a calendar year corporation) and the
second and third payments in the ninth and twelfth months.
The difficulties encountered by corporations with
respect to estimating taxes for the purpose of the first pay
ment still exist and are compounded by the proposed acceleration
of the scheduled increases in such payment. While we continue
to favor our proposal of spreading the estimated tax in thirds
from the sixth through the twelfth months of the year, our
concern could be alleviated substantially by eliminating the
payment in the fourth month of the year, and simply adding
that payment to the payment due in the sixth month of the year.
Thus, for calendar year corporations, a payment of 24% would
be required on June 15, 1966, and a payment of 50% would be
required on June 15, 1967.
The September 15 and December 15
payments would be in accordance with the President's recommenda
tions .

For your convenience, the following tables present
the President's proposed schedules of corporation income tax
payments and our suggested schedule expressed as a percent of
calendar year tax liability, and assuming that a corporation
estimates 100 percent of income:

President's Proposed Payment Schedu1e
Calendar
Year

1966
1967
1968

______ Current Taxable Year______
Apr 15 June 15 Sept 15 Dec 15

12
25
25

12
25
25

25
25
25

25
25
25

Following Year
Mar 15
June 15

13
0
0

13
0
0
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AICPA Suggested Payment Schedule
Calendar

Year

_______ Current Taxable Year_________ Following Year
Apr 15 June 15 Sept 15 Dec 15 Mar 15
June 15

1966
1967
1968

0
0
0

24
50
50

25
25
25

25
25
25

13
0
0

13
0
0

Under our suggestion, we believe corporations would
have a chance to judge more accurately the trend of the current
year's business before having to make their first estimated tax
payment, and, with respect to calendar year taxpayers, the same
amount of estimated tax would be received by the Treasury Department
in a particular fiscal year of the Government.

2.

Graduated Income Tax Withholding for Individuals

It has already been called to your attention by
others that the proposed graduated income tax withholding rate
schedule will substantially increase over-withholding for tax
payers with adjusted gross incomes of $10,000 and over.
We
believe an adjustment in the withholding rates which decreases
this result without materially affecting the other advantages
sought to be derived would certainly be desirable.

We have two other thoughts on this proposal which we
believe should be considered:

a.

Separate Table for Heads of Households- The
Treasury Department Report indicates that
the table for single employees will also
apply to heads of households.
Since the
latter group would then be subject to over
withholding, perhaps a third set of tables
could be prepared.
We recognize, however,
that your statistics may indicate
that the
number of taxpayers involved may not warrant
the additional complication.

b.

Extend Effective Date to July 1- The effective
date of the new rate schedule is May 1, 1966.
Obviously, it will be imperative that a suf
ficient period of time be provided between
the enactment of the law and the effective date
of the new tables for proper instructions to be

The Honorable
Wilbur D. Mills

February 1,

1966

disseminated to all employers and for
the employers to have sufficient time to
revamp their systems.
It appears to us
that the objectives of the proposal would
not be materially affected if the effective
date was moved forward to July 1.
This
would have the additional advantage of start
ing the new system with the beginning of a
calendar quarter, thus enabling a more
systematic change-over for many employers.

3.

Self-employment Tax

The Treasury Department Report indicates that "the
incorporation of the self-employment tax into the estimated
tax system would add approximately 1 million declarations."
In view of the clear desirability of simplifying tax compliance
and administration, we think it is undesirable to require these
additional declarations solely because of the self-employment
tax.
We would recommend, therefore, that the inclusion of
such tax in the estimate system should apply only to those tax
payers who are required to file estimates because of their
income tax liability.
We recognize that this may create a
slight inequity between the two groups of taxpayers; however,
we believe that this inequity is less undesirable than a re
quirement calling for an additional 1 million taxpayers to
file a form they have not had to file before.

In this connection, it should be noted that Section
6654 of the Internal Revenue Code requires the imposition
of a penalty when an underestimation of tax occurs.
The
Internal Revenue Service has no discretion in this matter.
If the proposal is enacted, it is not unrealistic to suppose
that many of those taxpayers required to file declarations
solely because of their self-employment tax will fail to do so.
In that case, the mandatory penalty for 1966 would be less
than $10.
It appears to us that the cost to the Government
of collecting such a penalty would not be worthwhile both
in terms of dollars and taxpayer goodwill.
We would be pleased to amplify any of oar comments
should you require additional information.
We appreciate the
opportunity to comment on the President's Tax Recommendations
and to have our views incorporated into the record of the
hearings.
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For your Committee's convenience, we are sending
a copy of this letter to all members of the Ways and Means
Committee, and to Mr. Leo H. Irwin, Chief Counsel.

Very truly yours,

Donald T. Burns, General Chairman
Committee on Federal Taxation

